The main purpose of this study is to investigate the relation between corporate performance and cost of equity capital. The work includes the anecdotal evidences to support the relation between and corporate performance is taken as an independent variable and cost of equity capital is taken as dependent variable while return on asset is taken as proxy to measure the corporate performance. Panel regression is applied while to check the effectiveness of random and fixed effect, Hausman test is exercised. The study finds insignificant relation between corporate performance and cost of equity capital
INTRODUCTION
A core attention of a corporation is its unlimited life (Brigham and Ehrhardt, 2001) . So the charisma of conglomerate is due to its limited legal responsibility as well as unrestricted floatation of its shares in the stock market. Corporation creates value for its stakeholders yet it does not break the trust of its stakeholders. Public limited companies describe the information regarding what they are doing in the benefit of its stakeholders (Horne, 2002) .Today corporations can not sustain without improving social values in its respective community. Such social activities lead to boost the financial performance indicators which also divert the perceptions of the capital providers regarding that business. (Dam, 2006) . So information regarding businesses and maximization of the wealth of the shareholders are main focal point of the corporation. Additionally, investors are more conscious now days regarding financial performance as compare to previous two or three decades and information of a relative company. It causes to create the strong relation between investors as well as to create the opportunity to finance the slake resources easily. Moreover, all the slake resources can not be availed without creating social value of relative company and the value can not be increased without improving financial performance. Further, it is necessary for corporation to show stable financial performance to achieve the opportunity of slake resources for the betterment of businesses (Waddock and Graves, 1997) . Corporation shows financial performance in qualitative as well as in quantitative manner to satisfy its shareholder (Richardson and Welker, 2001 ). On the other hand, corporation also shows high performance to establish the relation with stakeholders as well as to make more reputable business in the eye of its shareholders. If an organization does not show better performance then it loses trust in the market (Dempsey, 1996) .
In the modern corporate world even management follows different performance models and also shows department vise performance to monitor the business as well as to convince the shareholders (Oliveira and Neto, 2009) . Consequently, there is a strong relationship between corporate performance and investor's expectation. Firm performance also motivates the financiers to invest in those firms whose performance is better as compare to low performing firm. Corporations make performance strategy to build strategic relation with their stockholders that shows the importance of financial performance. Mostly, capital providers observe the return on assets of the firm as proxy to measure the corporate performance (Berman et al., 1999) . Another work discusses the importance of corporate performance in the eye of shareholders and one of the best indicators to measure the better corporate performance is to obtain the high results of return on assets (Pandya and Rao, 1998) . Capital providers or shareholders continually observe the relative corporate performance. Public limited companies issue the financial information at the end of its accounting cycle known as financial statements. On behalf of such information, investors analyze the firm's condition which reveals whether Corporation is performing good or bad. Therefore required rate of return totally based on financial performance and it is presented by organization at the end of its operating cycle (Luzi, 2002) . On the other hand, Puch et al., (2000) shows ROA as measure of corporate performance in the corporate world.
The main objective of this paper is to investigate the relation between ROA as measure of corporate performance with the cost of equity capital. Anecdotally, less work is done related to Pakistani market. A 30% sample of textile spinning sector has been selected on convenience base which includes the data taken from KSE (Karachi Stock Exchange) of Pakistan from 2001 to 2008. In the current work, return on asset (ROA) is taken as a measure of corporate performance. In addition, Hausman test is applied to check the effectiveness of random or fixed effect on the model. Moreover, the robust work enhances the body of knowledge at academic level as well as market level. It is also an opening statement related to relation between corporate performance and cost of equity capital.
The rest of the paper is organized as follows. Section two discusses the previous literature in the support of robust work. Section three includes the methodology while section four elaborates the results of the contemporary work. The last section concludes.
Corporation produces financial information at the end of its operating cycle to show the financial strength of its operations. It also motivates the shareholders of the corporation while improper and unclear information can spoil the reputation of relative company in the mind of the stakeholders as well as in the market (Armitage and Marston, 2008) . Consequently, corporations show strong and gradually improved financial information to attract the relative stakeholders. Moreover, superior corporate financial information face less hurdles as compare to organizations those are unable to show improved financial indicators. It also set the risk level of a relative organization and also changes the stock prices as well as to build a good image in the existing market phenomenon (Bushee and Noe, 2000) . Investors compare past corporate financial structure and earning with the current financial environment of the same corporation. It leads to set the current risk level and current scenario of the corporation to make the financial decision (Doff, 2008) . In recent era of globalization, accounting information demonstrates the corporate performance as well as the financial position of a particular company (Livne and McNichols, 2009) . Therefore, high corporate performance catches the attention of the investors in capital market and it also reduces the risk level. Low corporate performance increases the risk level and it also decreases the market share of a relative company in the capital market (Siddiqui, 2008) .
Financial statements shows the financial information and stakeholders analyze the ratio analysis to check the uncertainty level on the basis of such statements. However, variation in such ratio not only finds out the risk level of relative firm but also exhibits the real picture of the firm and it also helps the shareholders to settle on the cost of equity capital (Ryan, 1996) . Financial statements depict the real picture of the corporation as well as it generates a perception and risk level regarding firm (Livne and McNichols, 2009 ). Financial statements point out different indication of financial performance by financial ratios. Return on assets (ROA) is the best measure of corporate performance and increase in the ratio of ROA reveals the positive financial performance of relative business and vice verse (Siddiqui, 2008) . Mostly financial analyst use ROA and Tobin's Q to measure the corporate performance. However, increasing trend in ROA and Tobin's Q shows the positive financial performance while negativity in such indicators shows low performance of a relative corporation (Bhagat and Bolton, 2008) . In so far as stakeholders use different measures to observe the financial performance which is the most important factors to check the trend of the organization.
Financial statement and economic information indicate the high or low financial performance that determines the cost of capital. However, the impact of disclosure on the cost of capital varies according to the size of the firm. In addition, undersized firms face high cost on behalf of more financial information while large firm bear low cost of capital by providing more financial information. (Gomes et al., 2007 ). An organization must show relative high performance in terms of different indicators to create good relation with investors. For example, high ROA and big SIZE decrease the relative implicit and explicit cost of an organization (Waddock and Graves, 1997) . Financial performance is not negligible factor in the robust market phenomenon because positive earning attributes or high performance cause to decrease the cost of equity capital. In so far as, investors look a deep view of the firm's earning and performance excellence in the process of financial decision making (Francis, 2003) . ). Consequently, investors do not bother about the financial information as well as financial performance. Because neither it increases the level of risk nor it leads to boost the cost of equity capital (Al-Shiab, 2008 ). Therefore, corporation shows high performance to secure its capital providers as well as to reduce its risk level. By this strategy, organization not only reduces uncertainty but also enjoy lower cost of equity capital (Faulkender et al., 2006) .
Return on Assets (ROA) and Cost of Equity:
Asset management is the most important issue now days and it also shows the corporate performance of the corporation. High asset management incorporates the high corporate performance and it causes to change the cost of equity (Billett and Ryngaert, 1997) . Shareholders use performance indicators to decide the cost of equity and also use ROA as a proxy to measure the corporate performance (Ely, 1995 ) . Corporate people use return on assets as a proxy to measure the corporate performance and required rate of return on investment totally depends upon corporate performance. In addition, there is an inverse relation between return on assets and cost of equity capital. Because return on assets incorporates the level of risk about pertinent organization it can be the best predictor to find the cost of equity (Vázquez and Trombetta, 2007) . Some equity holders believe, there is no association between performance and equity. So, internal and external cost of equity have insignificant relation with return on assets (ROA) and return on equity (ROE) as a proxy of the financial performance (Dalton et al., 2003) . By analyzing return on assets, investors realize the utilization of resources which not only show the real picture of the corporation but also point out the uncertainty.
METHODOLOGY
Return on assets measure the corporate performance and also has a significant impact on the cost of equity capital. In addition, (Ely, 1995) also scrutinize the significant relation between return on assets and cost of equity. Another proposition in the light of proceeding evidences as under.
H0:
There is no relation between corporate performance and cost of equity capital.
Measurement of Corporate Performance:
In order to measure the corporate performance, literature provides different ratios used as a proxy to measure the financial performance. However the study use ROA as an indicator to measure the corporate performance derived from literature with one control variable market risk. First market base return on assets (ROA) is used as a proxy for corporate performance by means of Tobin's Q technique which is the best way to find the market base return because investors rely on market base indicators as argued by (Choi and Jung, 2008) . Although, accounting rate of return as measure of corporate performance does not show the real and current scenario of the businesses. Thus, Tobin's Q is the best technique that shows the performance on market base return on assets (Wernerfelt and Montgomery, 1988) . The research includes the following way to measure the market base performance of the assets while Choi and Jung (2008) use same way to quantify the corporate performance rather than accounting base return on assets because market base performance can reduce the uncertainty level of relative corporation. Because the stakeholders want to know the difference between actual investment and the value created by firm in current market (Petravičius and Tamošiūnienė, 2008) . In addition, Francis (2008) also argues that Investors take a keen observation to see the current scenario of the organization and market base value of the return is stronger then book value of the asset' s return. Literature shows the importance of market base assets return using Tobin's Q rather than accounting base return on assets as shown by (Barzegar and Babu, 2008; Pham et al., ; Smirlock et al., 1984; Kaur and Narang, 2008) in previous research work.
Measurement of the Cost of Equity Capital:
Cost of equity is the charge on investment by the capital provider because financiers also take the risk on provided capital. In order to measure the cost of equity, traditional model of capital asset valuation CAPM is used to determine the required rate of return. Although capital asset pricing model (CAPM) is the best technique to estimate the price of the sock because it includes relative risk of the security when estimate the cost of the stock (Ward, 1999 Consequently, Bellalah and Ellouz (2007) exercise the same method to find the cost of equity capital and it also includes the additional premium in its formulation. However, defense saving certificate is used as a proxy of risk free rate while risk premium is assumed 5%. Pham et al., (2007) also assume 6% market risk to measure the cost of equity in their model. In addition three year closing monthly prices are used to find the beta of the stock as Daves et al.,(2000) also employ the three year monthly prices to measure the beat of the relative share.
An individual factor is regressed on the cost of equity with one control variable market risk to check the independent effect of those factors on dependent variable while Vázquez and Trombetta (2007) also use the ROA as a predictor of the cost of equity
( 1 ) In order to find the fundamental relation between cost of equity and corporate performance, the data of thirty companies of textile spinning sector from 2001 to 2008 has been used. Although Siddiqui (2008) use only one year data to find the corporate performance of the Islamic banking sector while the robust study includes 8 years data in order to measure the relation between corporate performance and cost of equity capital. However, such panel data of various corporations leads in adoption of panel regression model to find the relation between independent and dependent variable. Many factors affect the cost of equity but the study contain only one variables related to corporate performance with one control variable market risk while the companies were selected on convenience base from KSE (Karachi Stock Exchange) of Pakistan.
The data related to corporate performance is taken from SBP (State Bank of Pakistan) both sources are reliable and authentic all around the country for financial as well as for public information related to any sector of Pakistani market. In addition, random and fixed effect is also checked for the models given in equations 1 as proposed in the study of Snijders (2005) while to check the effectiveness of both effect Hausman test was applied.
To choose the sample of the companies the following approaches are considered; The share of the company must be traded publicly Banking and services related companies are not included in the sample Randomly selected on market capitalization base
RESULTS AND DISCUSSION
The results related descriptive statistics are given in Table 1 and it shows the mean value of the cost of equity capital remains between 10% to 12%. On the other hand, the average value ROA is from 38% to 54% and market risk is about 29%.
The variation in KE, ROA and MR is shown 3%, 22% and 48% respectively. The skewness of ke (-1.01) is less as compare to the market risk (-2.25) while ROA shows 0.79 of its peak. Table 2 shows that there is negative but insignificant relation between ROA and cost of equity while market risk has significant positive relation with cost of equity capital. As R-square shows that the model can be explained by 48% while 52% is unexplained part of the model. Moreover, t-value (-0.31) and p-value (0.757) also shows that there is insignificant relation between ROA and cost of equity. In addition, the t-value of market risk (14.72) and p-value (0.000) shows the significant relation with the cost of equity. In Table 3 the results related to fixed effect are given and it also shows the same relation with cost of equity as explained in Table 2 . Moreover, ROA (-0.007) has negative but insignificant relation with cost of equity as t-value (-0.7) and p-value (0.48) explains while market risk (0.04) has significant positive relation with cost of equity as t-value (10.7) and pvalue (0.00) reveals. R-square shows that the model can be explained by (0.47) which is slightly less than simple regression results. Table 4 shows the random effect on the model and the result shows ROA has insignificant relation with cost of equity while market risk has positive significant relation with cost of equity. R-square reveals that model is explained by 0.47 and 53% is not explained by the existing model. In addition, z-value of ROA (-0.31) shows the insignificant while market risk (14.72) significant relation with cost of equity. Moreover, p-value (0.75) also describes ROA as insignificant predicator of the cost of equity. As far as market risk is concerned, its p-value (0.00) is significant with cost of equity.
In Table 4 the results related Hausman test is given to check the effectiveness of the fixed and random effect. The result shows acceptance of the random effect because the p-value (0.39) which is greater than 0.05. 
The p-value shows that there are some other factors hidden in error term which has an impact on the cost equity.
The main objective of this research is to find the relation between corporate performance and the cost of equity capital. ROA is taken as measure of corporate performance while market risk is taken as a control variable in the model. As far as the result is concerned, corporate performance in the term of ROA is not a significant predictor of the cost of equity capital. As Dalton et al., (2003) also reveals that there is no association between ROA and the cost of equity capital.
Hausaman test also describes that the random effect is more effective as compare to fixed effect. It shows that there are some other factors those effects on the cost of the equity while ROA is less significant in the formulated model.
Conclusion:
The major purpose of the paper was to find the relation between corporate performance and the cost of equity capital. A convenient sample of 30% companies was selected from textile spinning sector and the monthly stock prices were taken from KSE including the years from 2001 to 2008. ROA is taken as independent variable as proxy of corporate performance with one control variable market risk and cost Due to panel data, pooled regression was analyzed while Hausman test was applied to check the effectiveness of the random or fixed effect.
The result shows that there is negative but insignificant relation between corporate performance and the cost of equity capital while market risk has positive significant with the cost of equity. Hausman test specifies that random effect is more valuable as compare to the fixed effect on the model which clearly shows that some hidden factors in error term has also an impact on the cost of equity capital.
At last the existing study has also some limitations and one of those is that only one indicator of corporate performance is taken in the current study.
In so far as other indicators of corporate performance like ROE, Growth etc. can also be analyzed irrespective of ROA. Furthermore, lagged effect on the cost of equity can also be checked with same variable.
